§1.1233-2

The provisions of section 1233(f) and
this paragraph shall continue to apply
to property acquired in a transaction
properly identified as an arbitrage op-
eration although, because of subse-
quent events, e.g., a change in the
value of bonds so acquired or of stock
into which such bonds may be con-
verted, the taxpayer sells such prop-
erty outright rather than using it to
complete the arbitrage operation.

(4) Effective date of section 1233(f). Sec-
tion 1233(f), relating to arbitrage oper-
ations involving short sales of prop-
erty, is effective only with respect to
taxable years ending after August 12,
1955, and only with respect to short
sales made after such date.

[T.D. 6500, 25 FR 12011, Nov. 26, 1960, as
amended by T.D. 6494, 25 FR 9372, Sept. 30,
1960; T.D. 6926, 32 FR 11468, Aug. 9, 1967; T.D.
7728, 45 FR 72650, Nov. 3, 1980]

§1.1233-2 Hedging transactions.

The character of gain or loss on a
short sale that is (or is identified as
being) part of a hedging transaction is
determined under the rules of §1.1221-2.

[T.D. 8555, 59 FR 36367, July 18, 1994]

§1.1234-1 Options to buy or sell.

(a) Sale or exchange—(1) Capital assets.
Gain or loss from the sale or exchange
of an option (or privilege) to buy or sell
property which is (or if acquired would
be) a capital asset in the hands of the
taxpayer holding the option is consid-
ered as gain or loss from the sale or ex-
change of a capital asset (unless, under
the provisions of subparagraph (2) of
this paragraph, the gain or loss is sub-
ject to the provisions of section 1231).
The period for which the taxpayer has
held the option determines whether the
capital gain or loss is short-term or
long-term.

(2) Section 1231 transactions. Gain or
loss from the sale or exchange of an op-
tion to buy or sell property is consid-
ered a gain or loss subject to the provi-
sions of section 1231 if, had the sale or
exchange been of the property subject
to the option, held by the taxpayer for
the length of time he held the option,
the sale or exchange would have been
subject to the provisions of section
1231.
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(3) Other property. Gain or loss from
the sale or exchange of an option to
buy or sell property which is not (or if
acquired would not be) a capital asset
in the hands of the taxpayer holding
the option is considered ordinary in-
come or loss (unless under the provi-
sions of subparagraph (2) of this para-
graph, the gain or loss is subject to the
provisions of section 1231).

(b) Failure to exercise option. If the
holder of an option to buy or sell prop-
erty incurs a loss on failure to exercise
the option, the option is deemed to
have been sold or exchanged on the
date that it expired. Any such loss to
the holder of an option is treated under
the general rule provided in paragraph
(a) of this section. In general, any gain
to the grantor of an option arising
from the failure of the holder to exer-
cise it, and any gain or loss realized by
the grantor of an option as a result of
a closing transaction, such as repur-
chasing the option from the holder, is
considered ordinary income or loss.
However, for the treatment of gain or
loss from a closing transaction with re-
spect to or gain on the lapse of an op-
tion granted in stock, securities, com-
modities or commodity futures, see
section 1234(b) and §1.1234-3. For spe-
cial rules for grantors of straddles ap-
plicable to certain options granted on
or before September 1, 1976, see §1.1234—
2.

(c) Certain options to sell property at a
fixed price. Section 1234 does not apply
to a loss on the failure to exercise an
option to sell property at a fixed price
which is acquired on the same day on
which the property identified as in-
tended to be used in exercising the op-
tion is acquired. Such a loss is not rec-
ognized, but the cost of the option is
added to the basis of the property with
which it is identified. See section
1233(c) and the regulations thereunder.

(d) Dealers in options to buy or sell.
Any gain or loss realized by a dealer in
options from the sale or exchange or an
option to buy or sell property is consid-
ered ordinary income or loss under
paragraph (a)(3) of this section. A deal-
er in options to buy or sell property is
considered a dealer in the property sub-
ject to the option.
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